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Chapter 4.2 – Understanding the Economy

1. Productivity –

The output per worker hour that is measured over a defined period of time such as a week, month, or year.

2. Gross Domestic Product (GDP) –

A measure of the goods and services produced using labor and resources in a country.

3. Inflation – 

Refers to a period of rising prices

4. Consumer Price Index (CPI) –

Measures the change in price over a period of time of some 400 specific goods and services used by the average urban household.  Also called the cost-of-living index.

5. Producer Price Index (PPI) –

Measures the wholesale price levels in the economy.  

6. Business cycle –

The recurring slowdown and growth of an economy.

7. Prosperity (expansion) –

Point in the business cycle when the economy is flourishing and growing.

8. Recession – 

A period in the business cycle where the economy is slowing down.  Slow down must last two consecutive quarters.

9. Depression –

A period of prolonged recession.

10. Recovery – 

The increase in the overall economic activity following a recession.

11. What are the goals of any economy?

a. Increased productivity

b. Decreased unemployment

c. Maintain stable prices
12. Name four measurements used to gauge the success of an economy.

a. Employee productivity

b. Gross Domestic Product

c. Inflation

d. Unemployment
13. Describe what each of the following terms stands for:

a. GDP –
Gross Domestic Product – the measure of the goods and services produced using labor and resources of the country

b. CPI – Consumer Price Index – measures 400 items used by the average urban household

c. PPI – Producer Price Index – measures the wholesale price levels in a economy
14. Describe the four phases of the business cycle.

a. Prosperity – economy is growing; new businesses are started; existing businesses expand

b. Recession – 2 quarters of economic slowdown; new businesses generally not started; existing businesses reduce costs

c. Depression – prolonged recession; many businesses forced to close; high unemployment

d. Recovery – the economy is starting to grow again following a period of recession;
15. What stage of the business cycle is the United States in now?

